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THE FIRST
NATIONAL @ MAIN OFFICE
BANK OF JEFFERSONVILLE, NY 12748

JEFFERSONVILLE (845) 482-4000
Cielay /BAE

Jennifer ], Johnson, Secretary

Board of Governors of the Federal Reserve System
20th Street and Constitution Avenue, NW
Washington, DC 200551

Re: Docket No. R-1181

FaX to the Office of the Secretary at

(202) 452-3819 or (202) 452-3102

regs. coinmenms@federalreserve gov

Dear Ms. Johnson:

[ am writing to support the federal Lank regulatory agencies' (Agencies) proposal to enlarge
the number of banks and saving associations thar will be examined under the small
institution Community Reinvestment Act (CRA) examination. The Agencies propose to
increase the asser threshold from $250 million t0 $500 million and to eliminate any
considerarion of whether the small institution is owned by a holding company. This
proposal is clearly a major step towards an appropriate implementation of the Community
Reinvestment Act and should greatly reduce regulatary burden on those instrutions newly
made eligible for rhe small institution examination, and | strogly support Loth of them.

When the CRA regulations were rewritten in 1995, the banking industry recommended that
cormmunity hanks of at least $500 million be eligible for a less burdensome small institution
examination. The most significant improvementin the new regulationswas the addidon of
that srall institution CRA examination, which actually did what the Act required: had
examiners, during their examination of the bank, look at the bank’s loans and assess whether
the bank was helping to meet the credit needs of the bank’s entire community. Ir imposed
no investment requirement on small banks, since the Act is about credit not investment. |t
added no dara reporting requiremenss on small banks, fulfilling the promise o f the Act’s
sponsor, Senator Proxmire, that there would be no additional paperwark or recotdkeeping
burden on banks if the Act passed. And ir created a simple, understandable assessment test
of the bank’s recotd of providing credit in its community: the test considers the institution’s
loan-to-deposittatio; the percentage of loansin its asscssment areas; its record of lending to
borrowegs of different income levels and businesses and farms of different sizes; the
geographicdistribution of its loans; and its record of taking action, if warranted, in response
to written complaints aboutits pesformance in helping to meer credit necds in its agscasment
areas,

Since then, the ugulatory burden on small banks has only grown larger, including massive
new reporfing requirements under HMDA, the USA Parriot Act and the privacy provisions
of the Gramm-Leach-Bliley Act. But the nature of community banks has not changed.
When a communiry bank must comply with tlie requirements of the large instirution CRA
examination, the costs t0 and burdens on that community bank increase dramadcally. In
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lnnking at my hank, ennverting tn the large institution examinadon requires, among other
things, that we devote additional staff rime to documentng services and invesrments, which
we currently do not do, and begin to geocode all of vur loans dhac might have CRA value.
Our Bauk is a suuall cutmnunity bank h at works with tlic community to help mece the
[ivancial need. Bxaminers can plainly see through a revicw of our lending pattemas thar we
wark as hard as possible ta wrire community minded logne while baing cognizant o f the ever
present credir risk a moderate to low Income community presents. This imposes a
dramarically highes repulatosy burden that drains hath money and persannel away from
helping t meer The credit needs of the insdtution’s community.

I believe that it i3 as true today as it was in 1995, aud inn 1977 when Cungeess enacred CRA,
that 2 community bank meets the eredit ueeds of its Lonunuaniry if it makes a certain amount
of luaus relative to deposits taken. A community bank is typically non-complex; it takes
deposits and makes loans. Ite business nctivities are usually focused on small, defined
geographic arcas where the bank is known in the community. The small instrudon
examination accurately capriures the information necessary for examiners to assess wherher a

community bank is helping to meer the credit needs of jts community, and nothing moze is
required rn satisfy the Act.

As the Agencies state IN their proposal, raising the small institution CRA examinaton
threshold ro §500 willion makes oumerically more community banks eligible. However, in
reality raisiug the asset threshold to §300 million and eliminating the holding company
limimation would retain the pereentage Of industry assets subject to the large retail instinirion
test. It would decline only elightly, from a lirtle mote than Y01% to a little less than 90%,
That decline, though slight, would mose closely align the current distribudon Of assers
between small and large banks with the distributionthat was anticipatedwhen the Agencies
adopted the. definition Of “small insdmdon.” ThUS. the Agencies, i revising the C M
regnlation, are really just preserving the séarus guv of the tegulation, which has hecn alrered by
adrastic declinein the number of bauks, iulstion and an cnormmous increase in the size of
large banks. I belicve thut the Agencies nced ta provide greater relief to commnnity banks
than just preserve the satus gwo of this regulation.

Whilc the small institution test was the most significant improvement of the revised CRA , it
was Wrong ro limit its application tn nnly banks below $250 million in assets, depriving maay
community banks fyom any regularory relief. Currendy, a bank with moie than $250 million
in assets faces signiticantly more requirementshar substantially incicase regulatory burdens
without consistently producing additional beuelils us contemplated by the Communiry
Reinvesrment Act. IN roday’s bunking market, cven a $500 million bank often has anly 2
handful of branches. ! recotnunend raising the asset threshold for the small institution
examinadon w g1 least §1 billion. Raising the limit to $1 hillion s appropriate for two
reasons. Uirst, keeping the focus ofsmall insnturinns Onlending, which the smal{ insritation
cxamination does, would bc ennirely consistent with the purpuse of the Communiry
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Reinvestment Act, which is t0 ensure that the Ageneies evaluate how banks help to meet the
credit needs of the communitiesthey serve.

Second, taising the limit to $1 billion will have only a small effecr on the amount of toral
industry assets covered under the maote compeehensive large bank test. According to the
Agencies’ own findings, raising the limit fion $250 to $500 million mould reduce total
industty assets coveted by the lasge bank test by less than one percent. According to
Decembet 31,2003, Call Report:data, raising the limit to $1 billlin will reduce the amount of
assets subject to the much more burdensome large institution test by only 4% (o about
85%). Yet, the additonal relief provided would, again, be substannal, reducing the
compliance burden on more than 500 addirional banks and savings associations (compared
to a $500 million limir). Accordingly, | urge the Agencies to raise the limit to at least §1
billion, providing significantregulatory relief while, ro quote the Agencies in the proposal,
not diminishing “in any way the abligndon of all insured depository instmtons subject to
CRA to help meet the creditneeds of theit communities. Instead, the changes are meant
anly to address the regulatory burden associated with evaluating institutiosunder CRA.”

In conclusion, | strongly support increasing the asset-size of banks eligible fot the small bank
streamlined CRA examination process as a virally important step in revising and improving
the CRA regulations and in reducing regulatory burden. | also support eliminating the
separate holding company qualificarion for the small instimtion examinaton, since it places
small community banlks that are pace Of a larger holding company at a disadvanrage ro their
peers and has nio legal basis in the Act. While community banks, of course, still will be
exatmined under CRA for their tecord of helping to meet the credit needs of their
communines, ChiS change will eliminate some of the most problematic and burdensome
elements of the current CRA regulation from community banks thar are drowning in
tegularory red-tape.

Sincerely,

(Sapmond G4 ="

Raymo{md Walter
Presidentand CEO
The First National Bank of Jeffersonville



